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EXECUTIVE SUMMARY 


This report was prepared by representatives from local governments within the Greater Toronto 
Area (GTA) and a number of provincial ministries. This "Working Group" was formed with 
a view toward contributing to implementation of the Vision for the GTA outlined in GTA 2021 - 


The Challenge of Our Future. 


Earlier studies have indicated that the GTA is expected to grow from its present level of four 
million people to a population of six million by the year 2021. To ensure that this population 
growth is accompanied by economic growth, adequate infrastructure must be in place. For the 
purposes of this study, the term infrastructure is broadly defined. It includes not only roads, 
transit, sewer and water facilities but other forms of capital such as waste management facilities, 
recreational facilities, hospitals, fire stations and libraries. A variety of studies have estimated 
that meeting the capital needs for growth, rehabilitation and upgrading of existing infrastructure 
will require up to $1 billion more per year than current expenditures. 


The GTA has 35 distinct municipal political units (upper and lower tiers), and 16 school boards, 
each with its own tax base. However, utilization of physical infrastructure by GTA residents 
results in a significant degree of interdependence. 


This means that efficiency for residents is best served when infrastructure planning needs are 
integrated. Infrastructure with strategic links and/or significant spillovers --- primarily roads, 
transit, Sewer, water and waste management --- requires a substantial degree of integration in 
terms of planning, priority setting and decision-making with regard to financing. For intra- 
regional and other infrastructure, the degree of integration does not need to be so great, but an 
awareness of the priorities of other levels of government and neighbouring jurisdictions and the 
directions they are likely to take, should be a major context for planning and decision making 
by any government. 


The Working Group explored a number of ways that the various levels of government can foster 
integration among themselves. In particular, the Joint Program for Infrastructure Financing 
model developed by the Region of Halton, in conjunction with its Area Municipalities and co- 
terminus school boards should be studied as a tool for furthering intra-regional awareness. 


However, the Working Group recognized that if infrastructure needs are to be dealt with 
effectively, general awareness of the priorities of other governments is not sufficient. An inter- 
regional process involving planning, priority setting and financing decisions, is necessary. 
Therefore, the Working Group reviewed a number of special purpose authorities in Canada and 
the U.S. with a view toward developing decision-making models that could apply in the GTA. 


This review resulted in the development of three new generic models. These ranged from a 
body with voluntary participation and no authority to approve and implement, to one with the 
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mandatory representation of heads of council or designates which would be responsible for 
planning for necessary inter-regional infrastructure and setting priorities for its construction. 
This "supra body" would also be responsible for deciding how, and by whom, the approved 
infrastructure would be funded. Depending upon how roles and responsibilities between the 
Province and the municipal sector are reassigned, the Province may or may not be part of the 
decision making body. 


As resources are limited, priorities for capital investments must be set. With this in mind, the 
Working Group developed a set of criteria for priority setting which are linked to the 
achievement of the overall GTA Vision. These are divided into four categories: urban form, 
economic, environmental and social. 


Projects meriting consideration would need to achieve at least one of the criteria. in each 
category. Projects meeting this test would then be ranked according to the number of additional 
criteria they meet and the relative importance of the criteria given the circumstances of the day. 
For example, in the current economic climate, direct and indirect job creation would be highly 
ranked. 


Because the infrastructure needs for growth, rehabilitation and upgrading are so great, and fiscal 
resources are limited, new ways of financing capital needs by all governments must also be 
explored. . 


The most effective way to reduce the costs of infrastructure is, of course, to minimize the need. 
The Working Group made several suggestions as to how this might be accomplished. 


The Working Group also explored a number of techniques for financing remaining infrastructure 
needs. The applicability and effectiveness of these techniques for the various infrastructure types 
can be assessed against a set of evaluation criteria which are included in the text. 


INTRODUCTION 


This report contributes to implementation of the Vision for the Greater Toronto Area (GTA), 
as outlined in the document GTA 2021 -- The Challenge of our Future. It is the product of the 
Working Group on Investment Planning and Financing Mechanisms, one of six groups charged, 
collectively, with developing alternative strategies and solutions for managing growth in the 
GTA. With membership from local and regional municipalities, school boards and the 
provincial government', the Working Groups have sought realistic options for addressing six 
distinct, though interconnected, areas of strategic emphasis. These are: Urban Structure, 
Countryside, Human Services, Infrastructure, Economic Vitality, and Investment Planning and 
Financing Mechanisms. 


Terms of Reference 


Draft terms of reference, reviewed and supported by the provincial Cabinet, were proposed to 
the Working Group on Investment Planning and Financing Mechanisms. These were interpreted 
as follows: 


1. To recommend options for a system that integrates capital planning and sets 
priorities for future public capital investments in the GTA which work 
toward the achievement of the Vision. 


2: To explore, assess and recommend new and existing mechanisms for 
financing public capital investment, ensuring that any mechanisms take into 
account the GTA’s competitive position. 


The Working Group did not examine issues of government structure and governance in the 
GTA. Instead, the focus was on systems for integrated planning of infrastructure investments” 
that will need to be made over the next 30 years in support of the GTA Vision. 


The fundamental premise of the report is that if the infrastructure of the GTA is sound, the area 
will continue to grow and be the engine of economic growth for the Province. The study also 
assumes that sufficient infrastructure investments, planned in a way which considers the 
interdependence of all jurisdictions in the area, will facilitate and sustain healthy urban growth. 


Members listed in Appendix A. 


? For the purposes of this report, infrastructure is broadly defined to include all capital investments including 
"soft" services. For a more detailed definition of infrastructure, see Section 1.1 of the report. 
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The Context of the Capital Investment Challenge 


In order to assess when existing physical structures will need to be rebuilt or replaced, capital 
investment planning must take the projected life span of public works into account. The 
average life expectancy of infrastructure is thirty years. Since the major burst of public 
investment in the GTA took place in the 1950s and 1960s, the repair and replacement of these 
assets will consume an increasing share of available capital dollars in the near future. 


The challenge of meeting the GTA’s infrastructure needs is intensified by projected population 
growth. The current population of four million is expected to increase by 50% over the next 
thirty years, to almost six million people. Addressing the replacement and upgrading of 
infrastructure and providing new infrastructure to sustain growth is estimated to cost up to $100 
billion over the same time frame. This averages about $3.3 billion per annum and far exceeds 
the current rate of expenditure. | 


In each of the past three years, the Province (excluding Ontario Hydro) has spent approximately 
$1.1 billion on infrastructure in the GTA, including transfers to local government. In addition, 
infrastructure spending by local government has averaged about $1.2 billion per year. This 
means that the current levels of combined provincial and municipal investment in infrastructure 
is about $2.3 billion. This represents a shortfall of $1.0 billion from the levels needed to meet 
estimated infrastructure needs. If this challenge is to be met, all the parties that constitute and 
contribute to the GTA will have to make a major commitment to working together to develop 
the integrated, co-ordinated approach to capital planning’ that will ensure success. 


; Throughout this report, the terms infrastructure planning and investment, and capital planning and investment 
are used interchangeably. 


CHAPTER ONE 


THE CASE FOR INTEGRATING CAPITAL INVESTMENT 


1.1 Definition of Infrastructure 


The term infrastructure can be used to describe a variety of facilities. It can also include capital 
needed for the provision of "soft" services. For the purposes of this analysis, the multitude of 
"hard and soft" services that go into making up a healthy urban area are all recognized. 
Included in this broad definition are: 


Hard Services 
Transportation: 
Roads 
Transit 
Airports 
Railways 
Harbours 
Energy: 


Electrical 
Power 


Utilities 


Environmental Services: 


Solid Waste 
Management 


Water 


Green Space 


Telecommunications: 


provincial highways, regional roads, local roads. 

subway lines, LRTs, busways, transitways, stations, rolling stock. 
airfields and services, ground services, terminals. 

passenger terminals, rail corridors, intermodal terminals. 


docks, terminals, warehouses, container facilities. 


generation, transmission. 


natural gas utilities. 


3R facilities, transfer stations, collection vehicles, landfills. 


purification plants, reservoirs, pumping stations, trunk water and 
sewer lines, sewage treatment facilities, storm water management. 


corridors, conservation areas. 


transmission, corridors. 


Soft Services 


Education: elementary & high schools, colleges & universities, training facilities, 
early childhood education. 


Health 

Services: hospitals, community based care, homes for the aged. 

Cultural 

Facilities: libraries, arts centres. 

Recreation: parks, arenas, recreation centres, swimming pools. 

Protection 

Services: buildings and equipment for fire, police and ambulance facilities. 


Administration & Economic 
Development: City Halls, public office buildings, jails, trade/convention facilities. 


For a variety of constitutional and administrative reasons, the responsibility for these various 
kinds of infrastructure is divided among the levels of government, as well as the private sector. 
For example, the federal government has domain over airports, the province exercises 
jurisdiction over provincial highways and municipalities are responsible for transit, or share 
responsibility with the Province. The Province is responsible for education at the college and 
university level, whereas local school boards administer education needs from kindergarten 
through secondary school. Obviously, this overlap in shared responsibility often creates 
confusion. 


Disentanglement, the realignment of roles and responsibilities between the Province and the 
municipal sector may shift some roles and help to define others more clearly. 


The private sector is also involved in a number of infrastructure services through regulated 
industries (e.g. natural gas and telephone services) or in various forms of partnership and 
privatization, such as Terminal Three at Pearson International Airport. 


1.2. A Rationale for Integrated Capital Investment Planning 
Municipal boundaries are largely transparent to residents as they go about their daily lives. 
People often live in one municipality, work in another and frequent others to participate in 


recreational activities. 


In any given municipality, businesses draw a large proportion of their work force, their 
customers and their inventory and supplies from other GTA municipalities and beyond. 


Similarly, environmental and natural features are not coincident with municipal boundaries. This 
point has been clearly observed by the Crombie Royal Commission and the Report on GTA 
Greenlands. 


Hence, the investment decisions a municipality does, or does not, make can have significant 
implications for people and business in neighbouring municipalities, and vice versa. In other 
words, cross boundary issues affect the quality of life for GTA residents, as well as the continued 
sustainability of the environment and the economy, they underscore the existing interrelationships 
in the GTA. 


1.3. The Need for Spatial Thinking in Approaching Capital Investment 


Capital investing by public authorities in the GTA is carried out at many levels. These include: 
all five regional municipalities; the thirty local governments and their agencies; sixteen school 
boards; the Province and its agencies; and the federal government and its agencies. Each 
jurisdiction plans and spends capital dollars according to its particular jurisdictional boundaries. 
These boundaries are defined in law and set out the scope of activities which each jurisdiction 
performs -- in areas of administration, accountability, revenue raising and taxation authority, 
financial management and geographic authority. 


Clearly, investment decisions have a spatial dimension that extends beyond the jurisdictional 
boundaries of governments. Unfortunately, however, these cross-boundary or "spill-over" 
consequences are seldom taken into account in capital investment planning because they occur 
outside the confines of the initiating jurisdiction’s boundary of authority. Yet, it is by managing 
these consequences, through maximizing the advantages and minimizing the disadvantages, that 
the quality of life for GTA residents can be improved. In addition, costs to these jurisdictions 
and, ultimately, to tax-payers in the GTA, can be better contained by a "big picture" strategy. 


The Working Group recognizes that spatial consequences will be unique to every investment. 
Moreover, the existence of separate governments with separate constituencies, priorities and tax 
bases, means that although there is a pressing need to identify new ways of dealing with 
infrastructure investment decisions that transcend municipal boundaries, the types of public 
capital investment that are considered for full integration will need to be limited. 


1.4 Toward a Strategy to Address Cross-Boundary Issues 


The priorities and preferences of neighbouring jurisdictions and other levels of government are 
important contexts for decision making by any government. So, too, are the choices they are 
likely to make, as these will undoubtedly have an impact on surrounding areas. 


In order to encourage provincial-local and inter-regional awareness, regions should have a capital 
plan and up-to-date official plans. These must reflect initiatives for the provision of regional and 
local services that are consistent with the large strategic plans that will ultimately be established 
for the entire GTA. 


Other essential tools for providing an effective decision making context include: clear statements 
of provincial interests and priorities, as well as development timetables for facilities which are 
a provincial responsibility. 


The intra-regional joint planning project undertaken by the Region of Halton* serves as an 
excellent model illustrating how autonomous jurisdictions can make more effective decisions 
through mutual awareness. This exercise required the coordinated efforts of the Region and the 
four Area Municipalities, as well as the two school boards in Halton. While the model dealt 
only with capital related to growth, it could be readily applied to capital needed for rehabilitation 
and upgrading. 


Important additions to the model used in Halton would include consultations with the local hydro 
commission concerning electrical power needs, as well as with the Conservation Authority 
concerning storm water management. Private sector utilities including natural gas and telephone 
companies should also be part of such a process. 


Appropriate Services for Joint Decision-Making 


Obviously, for some services, mutual awareness of priorities is not enough and a fuller 
integration of decision making is needed. The question is, what services are appropriate for 
joint decision making by a number of governments? In this regard, the following questions can 
be considered: 


e Will economies of scale be achieved for facilities beyond the size appropriate for regional 
municipalities? 

e Are strategic links (e.g. inter-regional roads) that cross municipal boundaries involved? 

® Do other factors, which are not related to political boundaries, more appropriately dictate 


infrastructure placement? and, 


e Are there spill-overs, i.e. do businesses and people in one municipality depend on the 
infrastructure in another municipality? Or, similarly, are such people and business 
otherwise affected by the infrastructure choices of neighbouring municipalities? 


By responding to these questions, the Working Group concluded that joint planning and decision 
making is of key importance in the areas of roads, transit, sewer, water and waste management. 
Although railways, airports and harbours are equally important, they are under federal authority 
and, therefore, beyond the scope of this report which focuses on areas of inter-regional and 
provincial jurisdiction. Federal announcements to vacate the airport operations field in favour 
of local or private operators, places that infrastructure back within this study’s purview. 


* An extended discussion of this process is outlined in Appendix B. 
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CHAPTER TWO 


MODELS OF INTER-REGIONAL DECISION-MAKING 


Provincial ministries and their municipal counterparts tend to focus on specific parts of urban 
infrastructure which fall within their jurisdictions. This so-called "vertical silo" approach to 
planning and providing for infrastructure creates problems in an urban metropolis such as the 
GTA. Although decisions taken by one jurisdiction may be entirely rational from a purely local 
perspective, they frequently fall short of meeting the broader needs of the area. New more 
"lateral" approaches are needed to meet the challenges of the years ahead. New forms of 
partnerships and cooperation will also be required. 


2.1 A Survey of Other Jurisdictions 


Integrating inter-regional public capital investments in the GTA will require an effective 
decision-making system with reach, influence and authority that extends across the entire area. 
There have been limited examples of such mechanisms within the GTA, other than new levels 
of government. For instance, to address growth and development issues of the day, Metro was 
established in 1953 and in the early 1970s the regional local governments were set up. 


With a view toward developing a broad range of options, the Working Group determined that 
it should look to other jurisdictions for examples of how an inter-regional decision-making 
authority might function. Several inter-regional decision-making bodies from other parts of 
Canada and around the world were examined. The results of that review are summarized 
below.° This summary highlights some elements that must be considered if a similar body were 
to be formulated for the GTA. 


2.2 Characteristics of Inter-regional Decision-making Bodies 


Inter-regional decision-making bodies are either special purpose bodies dedicated to delivering 
a single service across several jurisdictions (e.g. airport and waste management authorities) or 
multi-functional service bodies responsible for providing a number of services across many 
jurisdictions (e.g. redevelopment agencies and port area authorities). 


Several notable characteristics of inter-regional decision-making bodies were identified by the 


Working Group, although it should be noted that these characteristics are not integral to all 
authorities. 


5 For a detailed review of this survey, see Appendix C. 
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2.3 


Usually, authorities have a special mandate, provided through legislation, to operate or 
regulate some service(s) over a defined jurisdiction which typically crosses existing 
municipal borders. The authority’s mandate may be either broadly or narrowly defined, 
or it may be empowered to undertake specific activities or specifically prohibited from 
particular activities. They may serve a single municipal jurisdiction or multiple 
jurisdictions. 


To finance the delivery of services, these authorities have access to an array of financing 
mechanisms including user fees, taxation, private partnerships, government transfers and 
special purpose bonds. They are usually prohibited from issuing shares. 


Usually, authorities are governed by a Board of Directors reporting to a senior 
government. Directors may be voting members or observers. Representation on the 
Board may be by appointment, voting or ex-officio. Directors may represent geographic 
areas or occupations. They are usually non-salaried and have no financial interest in the 
activities of the authority. 


Benefits and Shortcomings of Inter-regional Authorities 


Evident benefits arising from inter-regional authorities include: 


e A fully integrated, coordinated approach to all aspects of providing infrastructure 


SEIVICEe; 
e Flexibility for developing and negotiating creative financing options; 
e A mechanism permitting the necessary integration of governments involved in 


services which have jurisdictional spillovers; 


e Optimal facility siting across the service area; 
e A one stop window for public consultation and feedback; 
e A streamlined approval process of facility development. 


The shortcomings of inter-regional authorities include: 


@ A lack of clarity in accountability particularly where many board members are 
appointed; 


e Single purpose authorities do not have the need or opportunity to weigh 
competing priorities; 
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e The potential for planning only with a body’s own mandate in mind, thus failing 
to integrate its activities and priorities with other governments or authorities; 


e The establishment of an inter-regional authority can require substantial 
modifications to existing institutions. 


This review of inter-regional decision-making authorities highlights some elements, principles, 
strengths and weaknesses that must be considered when formulating a similar body for the GTA. 
2.4 GTA-Specific Models 

Applying the characteristics identified in Section 2.2, the Working Group developed three new 
decision-making models, which could apply in the GTA. These new models and the existing 


status quo are described below. 


2.4.1 Status Quo Model 


Description: 
Membership 


e All public bodies investing in capital in the GTA act independently within existing 
financial relationships. 


Decision-Making Authority 


& Responsibility for capital investments rests with elected officials in individual 
jurisdictions. 


Accountability 


e Each body is accountable to electors within its jurisdiction. 


y 
3 
a 
® 


Clear lines of political accountability. 


e Well defined authority structures and jurisdictions. 


e Municipal autonomy is fully maintained. 


OQ 
ie) 
=} 
na 
& 


Compromises efficiency with respect to local cost effectiveness and timely 
decisions. 
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e Because efforts are voluntary, does not address inter-regional issues. 
e Little coordination of cross-boundary issues. 


@ No direct accountability for inter-regional investments. 


2.4.2 Joint Review Committee Model 
Description: 
Membership 
e Representation includes Heads of Council and selected ministries. 


Decision-Making Authority 


e Reviews investment plans of public bodies in the GTA and recommends changes 
which would better integrate plans. 


e Voluntary participation by affected public bodies with GTA infrastructure 
responsibilities. 


Accountability 


@ Committee accountable to municipal councils and provincial Cabinet. 


Pros: @ Better coordination of inter-regional infrastructure is possible. 


@ Consensus, cooperative solutions anticipated. 


@ Opportunity for project synergy. 


Cons: e No authority to approve and implement. 
e Voluntary participation means that consensus is unlikely. 
@ No body designated to make decisions if consensus does not build. 
e Potential for return to the status quo. 
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2.4.3 Special Purpose Body 
Description: 
Membership 


e Representation on Board appointed by Province. 


Decision-Making Authority 


e Full authority to make decisions for a specific infrastructure type. 
Accountability 
e Accountable to provincial Cabinet. 
Pros: & Efficiency gains from streamlined planning and approvals. 
e Expertise developed in one area of GTA infrastructure. 
e Inter-regional focus to specific infrastructure. 
e Greater scope for innovative financing arrangements. 
Cons: e Reduces local decision-making authority as Province appoints decision- 
makers. 
e No incentive to weigh competing priorities for funding. 
@ Reduced local government control over planning and development. 
@ Financial accountability is diminished as municipalities must pay for 


investments they don’t make choices on. 


2.4.4 Supra Body 


Description: 


Membership 


e Representation by municipal elected officials at the regional level. 
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e Mandatory participation by municipalities. 
e Could have provincial representation depending on disentanglement outcome. 


Decision-Making Authority 


e Focused on all inter-regional infrastructure --- roads, transit, sewers, water and 
waste. 
e Has full authority to decide which investments are made, when and where they 


are built, how they are financed and who pays. 


Accountability 
e Accountable to Regional Councils. 
Pros: e Accountable to the elected bodies that must pay for its decisions. 
e Integrates decision-making regarding inter-regional infrastructure. 
e Does not replace any current governance structures. 
e Improved efficiency, cost effectiveness and timing by allowing priorities 


to be set coherently in one forum. 


® Provides flexibility for innovative financing opportunities. 
Cons: e Perceived as a new level of government. 
e Loss of autonomy for regional governments with respect to certain 


infrastructure investment. 


2.5 The Preferred Model 


From the standpoint of achieving optimum efficiency and effectiveness of infrastructure 
investment on a GTA-wide basis, the Supra Body is the preferred model. However, it must be 
recognised that this model impinges upon the decision-making authority of municipalities and 
presents some accountability issues. 
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CHAPTER THREE 


PRIORITY SETTING 


The body that is ultimately responsible for making decisions on capital projects with inter- 
regional consequences, will have to make difficult choices among competing demands on a 
regular basis. Therefore, the Working Group developed a list of project evaluation criteria that 
could be used to focus discussion and reduce the inevitable subjectivity of priority-setting. In 
recognition of the subjective nature of the task, the proposed criteria are not exhaustive or 
definitive. 


It is important to note that the context for approving any capital project will always be subject 
to change, and as a result, the evaluative criteria must embody flexibility. Various factors will 
play a part in a project’s endorsement, and the relative importance attached to these factors will 
depend to a large extent upon the circumstances of the day. 


3.1 Using the Criteria 


Trial use of the criteria indicates that they can help to identify projects that support the GTA 
Vision. Although there will always be exceptions, a general rule of thumb is that the criteria 
can act as an initial screening mechanism. In normal circumstances, proposals that do not yield 
some benefits under each of four broad categories -- urban form, economic, social and 
environmental -- should not proceed to the project ranking stage. 


In order to avoid inappropriate comparisons, projects within similar service categories should 
be evaluated together. This means that projects with similar outcomes such as roads and transit 
can appropriately be ranked together, but those with differing outcomes such as roads and 
sewers, are not. 

It may be necessary to consider categories for projects that are of provincial interest, provided 
that provincial funding and regulation continue to play an important role. 


3.2 Project Approval and Ranking Criteria 


The following criteria focus on issues that are considered essential if the GTA Vision is to be 
achieved. 
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3.2.1 


UIA Pe 


Urban Form 


Conformity of the project with the compact nodal urban form as outlined in 
the GTA Vision and ancillary reports. Does it support the logical sequence of 
nodal development? 


Inter-regional aspects of the project - defining the benefiting area. Does the 
proposal provide benefits to more than one region? If not, the approval decision 
belongs in a more local forum. 


Promotion of the live - work relationship, i.e. encouraging proximity of 
residential and working space. This characteristic is a subset of the proposed 
nodal form, but warrants specific mention due to its importance. 


Conformity of the project to a logical order of development, from a timing 
perspective. Does the project make effective use of existing infrastructure? For 
instance, it is more effective to provide transit where sewers already exist than 
to approve transit for an area with no other services. 


Contribution of the project towards development/density intensification. In 
the long run, the GTA Vision is about development intensification. It is 
appropriate that intensification is also used as a short term evaluative criterium. 


Contribution of the project to a balance of development between regions. A 
suggested goal is the orderly growth and distribution of population between 
regions, leading to consistency in the use of existing facilities, municipal staff and 
other resources. A three year sliding scale could be used to gauge activity levels. 


Economic 


The project’s economic characteristics. The project needs to be evaluated for 
comparative purposes, using a variety of economic tools (eg. cost benefit ratios, 
consideration of population served per dollar invested, etc.). Costs should 
include those associated with capital and future current operations, for the 
government, private sector and general public. Benefit analysis should focus on 
economic or tangible benefits, including economic efficiencies passed to residents 
and businesses. (Environmental and social benefits should not be considered here 
but evaluated separately under the criteria outlined below). 

The project’s cost minimization attributes. Does the project foster or promote 
the strategic and efficient use of existing infrastructure. 
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3.2.3 


3.2.4 


The project’s suitability for non-governmental financing options. Does the 
project provide its own funding, i.e. private investment, user fees etc? Financing 
options that do not consume discretionary public dollars are favoured. 


Generation of future costs. Is the project oriented toward minimizing future 
operating obligations? 


Synergies with other federal, provincial and inter-regional initiatives. The 
potential for the project to benefit from synergies with other major governmental 
initiatives, thus stretching the "taxpayer’s dollar" should be evaluated. 


Job creation characteristics. A project’s relative ranking or scheduling may be 
influenced by its job creation characteristics. 
Environmental 


Promotion, extension or linkage of green space through improved 
conservation efforts or new acquisition. 


Reduction or containment of waste and/or pollutants. For example, 
investments should support resolution of existing environmental problems or, 
alternatively, represent a commitment to pollution abatement. 


Promotion of less wasteful use of resources. This may be a reduction in the use 
of non-renewable resources, or more efficient use of existing resources. An 
example is the elimination of gridlock on highways by increasing transit use. 
Social Equity 

Contribution toward providing social requirements in a coordinated manner. 
Social needs such as housing, health care, child care and recreational services 


need to be provided in a coordinated manner. 


Contribution toward optimization of access to services by those who need 
them most. 
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CHAPTER FOUR 


FINANCING MECHANISMS 


This section focuses on the mechanisms through which capital facilities can be built, front-end 
financed and paid for over time. At the same time that the demand for infrastructure is 
increasing, traditional financing sources (taxes and debt financing) are drying up due to the 
constraints on public sector spending. 


In this context, the challenge is two-fold. Firstly, there is a need to investigate whether the 
required infrastructure can be provided at lower total cost. This can be accomplished by re- 
examining the traditional ways that infrastructure is provided. Secondly, it is necessary to 
investigate if currently untapped or under utilized financing techniques would facilitate the 
funding of necessary facilities. Both of these challenges are examined below and include varying 
degrees of public sector/private sector integration. 


4.1 Minimizing Infrastructure Need 
Simply stated, it is easiest to finance infrastructure that doesn’t have to be built in the first place. 


Efficient urban form is one obvious way to minimize infrastructure need. For example, central 
concentration and nodal urban forms require less transportation infrastructure and facilitate the 
use of mass transit far better than sprawl. 


Making better use of existing infrastructure is another way to conserve resources. For example, 
required infrastructure capacity is determined by peak-period use. Therefore, peak load pricing 
(eg. via electronic toll roads and water user charges) to discourage low priority peak period use, 
can improve efficiency. 


Joint planning with a view toward facilitating joint use is another way of minimizing 
infrastructure need. For example, parkland and recreational facilities such as pools can do 


double duty, in schools during school days and as municipal facilities in the evenings, weekends 
and summers. 


4.2 Current Infrastructure Procurement and Financing Mechanisms 
At the Provincial Level: 
At the provincial level, the most common way of handling infrastructure investment is to 


determine a need, design the facility, construct or tender its construction and pay cash, which 
is made available through a budget allocation. Any shortfall between budget allocations and 
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revenues collected is handled through a variety of general obligation provincial debt instruments. 


Occasionally, the Province seeks a private sector contribution to finance the costs of 
infrastructure. This can be in cash or in kind. For example, a developer might pay the cost of 
a highway interchange that gives access to the developer’s property. Once in a while, the 
Province recovers some costs through user charges, such as tolls. 


The Province also leases office space from private sector owners, particularly when its needs 
are expected to be temporary. 


At the Municipal Level: 


At the municipal level, the most common approach for handling infrastructure investments is to 
determine the need, design the facility and tender its construction. The facility is paid for 
through a combination of reserve funds (often generated from development charges), cash 
contributions from current revenues, grants from the Province, and debentures. The debentures 
may be repaid over time from general tax revenues or, when the need arises, from new 
development, through development charges. In the case of sewer, water and waste management 
facilities, repayment may also come from user charges. 


The main municipal vehicle for imposing the "beneficiary pay" concept is through user charges 
and development charges. However, municipalities also raise revenue through requirements 
to dedicate parkland, the sale of development rights, benefitting area charges and density 
bonusing (ie. special charges to be levied against a developer in return for allowing increased 
densities). The use of these last two mechanisms is limited by present legislation and by the fact 
that the lower tier, which has the authority to impose such charges, is not always the tier 
responsible for the major capital investments that facilitate more intense development. 


Municipal infrastructure may also be provided and/or financed via front-end agreements with 
private sector developers. Under such arrangements, municipal infrastructure is built to allow 
a private sector development to proceed before the municipality could normally have done so. 
In these situations, the municipality may specify its needs and have the developer provide the 
infrastructure in kind, or it may actually construct or contract the infrastructure and obtain the 
necessary cash from the developer. The municipality still owns and operates the infrastructure 
and commits to pay the developer over time on a "best efforts basis", as subsequent developers 
undertake development and pay development charges. 


4.3. New Partnerships in the Provision of Infrastructure 
The provision of infrastructure in the GTA has not kept pace with demand. An excess demand 
for some pieces of infrastructure already exists (eg. the Keele Street sewer and rush hour 


gridlock on the 401) and projected population growth will intensify these problems. Inadequate 
infrastructure has a serious impact on businesses’ bottom line. For instance, in 1987 congestion 
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on the GTA section of Highway 401 were estimated to cost businesses $2 billion per year.° 


Business and industry have benefitted from good transportation, hydro, sewer and water 
infrastructure in the GTA. However, the capital costs to governments of providing this 
infrastructure have not been shared with the private sector in proportion to the benefits it has 
enjoyed. In the years to come, governments will need to capture a greater return on the value 
they create for the private sector. 


To date, the private sector’s role in building and paying for infrastructure has largely been 
confined to paying taxes, paying development charges and acting as contractors. However, the 
time has come to examine other possibilities. Often, private sector players are well positioned 
to manage the risks involved in creating infrastructure. These include: project financing, 
operating, marketing and regulatory risks. In many cases, in fact, the private sector is better 
positioned to manage these risks than government. This means that lower costs could be one 
result of increased private sector involvement in infrastructure provision. 


4.4  (Co-Venturing With The Private Sector 

While partnerships between the public and private sectors can facilitate risk sharing in ways that 
effectively utilize the skills and strengths of each partner, they also involve some potential 
drawbacks. When co-ventures are contemplated, the following should be considered.’ 


Benefits: 


e The private sector partner has the kind of experience, and skills that are likely to reduce 
project and operating costs; 


e The private sector has more flexibility which enables it to adjust quickly as circumstances 
change; 

e The private sector has access to highly developed marketing expertise which can be 
utilized; 

@ Private sector partners have access to funding sources that are not available to the public 


sector (eg. investment bonds required to be posted by business class immigrants). 


e Arrangements with the private sector can allow value capture® to occur more effectively 


6 Metropolitan Toronto Roads and Traffic Department, Metropolitan Toronto Goods Movement Study, 
Toronto, 1988. 


7 See Appendix D for some examples of public/private sector partnership arrangements. 
® For a description of value capture, see Appendix D. 
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than through taxes/charges alone. For example, where value capture charges are not 
possible, value capture can be executed via negotiating a low cost deal for facilities with 
a developer who owns property in the vicinity; 

@ The private sector partner can likely benefit from income tax features; 


e By participating in the provision of infrastructure private sector firms can develop 
expertise which could be highly exportable; 


@ Co-venturing will reduce the need for up-front capital at the government level, thereby 
allowing some resources to be redirected to other pursuits; 


e Co-venturing is likely to stimulate the economy as projects that could not have gone 
forward can be undertaken, thereby stimulating economic activity. 


Potential Drawbacks: 


@ There is risk that the private partners’ business may fail while the project is in progress; 
e The government is exposed financially if it provides financing guarantees; 

e The level of government control over infrastructure development will be reduced; 

e Because another party is assuming responsibility for financing, governments are more 


likely to become involved with inappropriate projects; 


e Private partners are more likely to be adept at deal making. As a result, governments 
may be out-negotiated and end up with an unbalanced deal. 


@ There may be tax expenditures for senior levels of government’. 


° Tax Expenditures -- How serious is the "problem"? 


When the public and private sectors co-venture, particularly when leaseback arrangements are 
involved, the private sector partner may use capital cost allowances which are of no value to the 
public sector partner. This is, in effect, a tax expenditure for federal and provincial governments. 
Typically, the full value of the tax expenditure cannot be recovered via lower costs by the public 
sector entity involved in the co-venture. On the face of it, this appears to be a net loss to the public 
sector. However, this concern is mitigated by the following factors: 


1. About 2/3 of the tax expenditure is borne by the federal government. Such an outcome 
meshes with provincial policy, as Ontario has been promoting federal contributions to 
infrastructure. 

2. Institutional investors, who are usually involved in such leaseback arrangements are going to 
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Risk Minimization: 


In order to minimize risks, governments should consider the following when they are 
contemplating co-ventures: 


e Be aware of the track record and stability of the co-venturing partner; 

e Avoid guarantees; 

e Only enter into co-ventures for projects that meet their strategic infrastructure investment 
criteria; 

e Be aware of the value of the project to the private sector partner; 

e Ensure that all government imperatives are included in the agreement (never assume that 


something will be done); 


e Recognize that there are times when professional assistance in negotiating will be needed 
and seek such resources, as they are required. 


4.5 A New Tool For Financing Debt 


A capital investment corporation should be examined as a new technique for arranging financing. 
By issuing debt for capital projects, such a corporation can provide the front-end financing for 
infrastructure needs. Repayment of the corporation’s debt comes from one or more dedicated 
revenue sources, usually user fees or beneficiary charges. Defined commitments from the 
Consolidated Revenue Funds of participating governments are another potential source of funds. 
Where dedicated user fees/beneficiary charges are not expected to be sufficient to repay the 
corporation’s debt, one or more of the participating governments typically guarantees the debt. 


Advantages of a Capital Investment Corporation: 


e There is a clear delineation between borrowing for capital and operating purposes. It 
should be noted, however, that this is not a factor in the case of municipalities and school 


utilize a given proportion of their financial portfolio for such arrangements anyway, ie. the 
tax expenditure will exist whether or not a GTA located public infrastructure project is one of 
the beneficiaries. In fact, if Ontario governments won’t participate, Ontario and federal tax 
expenditures could be assisting in out-of province investments. 


3; Possibilities exist for leaseback from off-shore partners, meaning that foreign governments 
bear the tax expenditures. 
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boards since they already have distinct capital budgets and do not borrow for operating 
purposes. 


When the strongest participating governments have good credit ratings, the cost of 
borrowing for those with weaker ratings may be lower than if they borrowed on their 
own. 


Where dedicated revenues are clearly related to the infrastructure being financed and are 
perceived as adequate for repayment of the debt, investors may receive the debt issue 
more favourably and borrowing costs may be lower. 


If there is investor fatigue with respect to the borrowing governments, but the 
governments are still perceived to be a good credit risk, a corporation could provide a 
different financing instrument to attract investors. It should be noted, however, that 
investor fatigue with GTA regions is not evident, at present. 


Borrowing via one large entity may create economies of scale. In the GTA, however, 
economies of scale have been achieved to the extent that they are available. 


A corporation can have a body of expertise and more flexibility to negotiate co-ventures 
than government. The corporation does not have to engage in borrowing to achieve this 
advantage. 


Disadvantages of a Capital Investment Corporation: 


Dedicated revenue sources must be perceived as sufficient. Otherwise guarantees are 
required, thereby placing contingent liabilities on the books of all participating 
governments. 


In difficult economic times, the credit ratings of even the most creditworthy bodies are 
precarious. Rather than lower borrowing costs for governments with lower quality credit 
borrowing as a pool may result in higher costs for the governments with better quality 
credit. 


The corporation may assume responsibility for borrowing for hard services, leaving local 
governments to borrow only for soft services capital. In this case, their borrowing costs 
for such capital could increase as without the strength of hard services, they offer a 
weaker package to credit markets. 


A corporation with fixed repayment commitments would reduce the flexibility of 
participating local governments over time with regard to projects that should be funded 
by borrowing and those that should be paid for by cash. Further, it could interfere with 
arrangements regarding development charges, as borrowing over time weakens the case 
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for development charges, which are based on the idea that the monies for infrastructure 
must be provided up front. 


4.6 Criteria used to Evaluate Procurement and Financing Mechanisms 


Because each infrastructure project offers unique opportunities, innovative financing mechanisms 
should be customized on a project by project basis. Asa result, the Working Group developed 
a set of criteria for evaluating various alternatives with a view toward choosing the best general 
mechanism for any given project. 


1. 


Beneficiary Pay 


Major beneficiaries should contribute to the financing of infrastructure projects 
in relation to the benefits they receive. This criterion reflects the idea of "value 
capture". If the government creates new value by developing a new public 
infrastructure, the private sector beneficiaries should share their windfall by 
contributing to the capital costs. 


Ability to Raise Enough Revenue 


The financing mechanism must raise adequate revenue at different stages of 
infrastructure development. It is important that potential partners are always well 
informed with respect to their financial responsibility and make decisions knowing 
the facts. 


Fairness and Equity 


Financing costs should be shared fairly, and should reflect the distribution of 
direct and indirect benefits as well as risks. In addition, there should be 
"horizontal equity" across beneficiaries so that there is uniform treatment of 
partners in identical circumstances. "Vertical equity" recognizes that beneficiaries 
in different circumstances should be treated differently. 


Ease of Implementation and Administration 


A technique should be relatively easy to implement, and the benefits should be 
significantly more than the administrative costs. 


Simplicity and Public Accountability 
A technique must be fully understood by all potential partners. In addition, there 
should be full and open disclosure to the public. The essence of the technique 


should be set out clearly and receive general public acceptance, so that taxpayers 
are aware of trade offs their governments are making. 
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10. 


Political Acceptability 


The mechanisms must be based on policies and business practices which are 
acceptable to the government participants. 


Impact on Credit Ratings 


Consideration should be given to the impact of the arrangement on the credit 
rating of the Province and municipalities. 


Shift of Burden to Another Level of Government 


An assessment of financing options should include consideration of any shift in 
traditional responsibilities, including tax expenditures, to another level of 
government. 


Impact on Competitive Position 


Financing options involving special charges could reduce the locational 
advantages of the jurisdiction raising the funds, and diminish its competitive 
position relative to other jurisdictions. For instance, if the GTA institutes "value 
capture" and surrounding jurisdictions do not, businesses may decide to locate 
elsewhere. 


Neutrality 
"Neutrality" means that a financing arrangement should not exert any influence 
on the economic behaviour of persons or businesses. A financing technique 


should be evaluated based on the principle of neutrality except in situations 
where the government sets a policy designed to alter economic behaviour. 
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CONCLUSIONS 


As a result of its deliberations, the Working Group on Investment Planning and Financing 
Mechanisms concluded the following: 


That if cost-effective management strategies are adopted, the public investment 
needs of the GTA over the next thirty years are manageable. So GTA 
governments must devote their energies to managing. 


That all public investment decisions affecting the GTA should be made within 
the context of an awareness of the priorities and plans of other governments. 
Up to date official plans, a clear statement by the Province of its plans and 
priorities, and use of the Halton joint planning model are recommended as 
tools for ensuring this context. 


In order to oversee the planning and funding of inter-regional infrastructure a 
GTA wide inter-regional decision-making mechanism is required. Such inter- 
regional infrastructure has been defined to include sewer, water, transit, roads 
and waste. 


From the standpoint of achieving optimum efficiency and effectiveness of 
infrastructure investment on a GTA-wide basis, the Supra Body is the 
preferred model. However, it must be recognized that this model impinges 
upon the decision-making authority of regional municipalities and presents 
some accountability issues. 


The priority setting and evaluation criteria that were developed by the Working 
Group will likely need refining when the recommendations from the other 
Working Groups are taken into account. 


Although several innovative financing mechanisms were explored and a set of 
criteria to be used in evaluating procurement and financing mechanisms were 
developed, recommendations for financing arrangements can not be made until 
an actual project list is available. 
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APPENDIX B 


Regional Municipality of Halton 
Joint Program for Infrastructure Funding - (JPIF) 


In 1989, the Region of Halton initiated a planning exercise to identify on a consolidated basis 
the potential infrastructure needs for all local government associated with a view toward 
developing the Regional Official Plan. The primary intent was to approach the Province to 
discuss long-term funding within the provisions of existing programs, where funding is less 
than current maximum eligible levels. 


To produce meaningful information, this exercise required the coordinated efforts of the 
Region, and the four Area Municipalities and two school boards in Halton. This coordinated 
effort extended into several areas and were approached as challenges. Both the challenges 
and their resolution are outlined below. 


Challenge: 


Agreement was required on which areas of Halton would develop, at what rate, and in 
what priority. 


Solution: 


At the beginning of the JPIF process, it was agreed by all participants that the Regional 
Official Plan would represent the basis for development. Within this plan, six growth areas 
had been identified prior to the JPIF. However, there was no consensus among the 
participants on the priority for development of each area, or the speed with which each area 
would develop. In order to focus the exercise the following took place. 


@ The Region’s planning department developed a planning scenario, based on population 
forecasts (and the number and location of housing units to accommodate the growth) 
as well as the anticipated absorption and required inventory of industrial lands; 


@ Discussions were held with each of the Area Municipalities to review and seek 
agreement on the Region’s scenario. Participants were presented historical growth 


information within their municipality which in most cases was used to support the 
argument for the timing and size of future growth identified by the Region. 


Challenge: 


To ensure that a logical sequence for the provision of services was developed (eg: water 
and sewer prior to building permits, soft services coincident with occupancy). 
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Solution: 


Once consensus had been reached on the timing and phasing of development, the technical 
work on identifying the required infrastructure inventory began. A technical group of the 
Region (Planning, Finance, and Public Works) interviewed their counterparts at each Area 
Municipality and the two school boards, as well as staff in other regional departments. The 
individual participants prepared the projected total infrastructure needs to support the 
population agreed to in each growth area, and the regional group distributed these costs to 
ensure that infrastructure was provided in a logical sequence. 


Challenge: 


It became necessary to limit the exercise to the most important elements of 
infrastructure needs. 


Solution: 


There was considerable discussion in the early phases of the exercise about what needs to 
identify. It was agreed that the focus would be on growth-related infrastructure needs. 
However, some of the participants were concerned that this significantly underestimates the 
total requirement, since major replacement of existing structures being used by the existing 
(pre 1989) population would be required during the 21 year forecast period. Therefore a 
separate category of infrastructure benefitting the existing community was developed, with 
the caveat that it did not represent a complete list of needs. 


It was also agreed that in many cases, infrastructure was not totally required for new (post 
1989) growth, but could be triggered by this growth and provide benefit to growth which 
occurred immediately prior to 1989 ( ie: new growth triggers a threshold). In these cases, 
the participants were asked to identify these two components of growth separately and assess 
a distribution of the total infrastructure cost. 


Challenge: 


As the forecast was extended towards the end of the planning period (2011), the 
accuracy of the cost estimates decreased. 


Solution: 
Information was prepared on a year-by-year basis for the first five years (1990-1994), for the 
next five years as a block (1995-1999), and all costs thereafter. Any commitments in Capital 


Budgets prior to or in 1989, but related to projects required in the forecast period, were also 
included. 


B-29 


Planning Consequences of the JPIF Exercise 


At the end of the Joint Program for Infrastructure Funding exercise, a consolidated inventory 
of infrastructure needs was identified and endorsed by the staff and political representatives 
of each of the participating local government members - Halton Region; the City of 
Burlington; the Towns of Oakville, Milton and Halton Hills; the Halton Board of Education; 
and the Halton Separate School Board. The ability to reach consensus was due to a series of 
factors which include the following: 


@ The general authority set out in the Official Plan established a legitimate framework 
for setting the outer parameters of the planning exercise; — 


@ Although each participant had views on the level and speed of development within his 
or her constituency, the consensus was possible since the chances of securing 
additional Provincial funding (given the presentation of a consolidated local 
government requirement), was greater than the "local autonomy” given up by 
agreeing to a Region-wide plan; 


@ The exercise was seen as useful for the individual planning needs of the participants, 
since each must ultimately act in concert when development materializes; and 


@ Consensus was established by creating key steps in the exercise when each participant 
"signed off". Examples were on the timing of development in each growth area, and 
the sequence of infrastructure placement within each development scenario. 


Outlined below is a schematic which sets out how the information was collected and how it 


was categorized. Some general statistics on the infrastructure requirements over the forecast 
period are also provided. 
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Categories Used To Collect Infrastructure Information 


Growth Areas: 


Government 


Region: 


Area Municipality: 


School Board: 


Class 


Hard Services: 


Soft Services: 


Hard Services: 
Soft Services: 


All Services: 


Growth not within Growth Area (Town/City/Region Impact) 


Requirements due to Provincial Transportation Initiatives 


Requirements not Related to Growth 


Infrastructure 


Water/Sewer 
Transportation 
All Others 


Transportation 
All Others 


Summary of Identified Infrastructure Needs By Major Category 
(1990-2011 ’$ Million) [1989 $] 


Growth 
Only 
. Growth Areas 912.0 
. Growth Outside 
Growth Area 0.0 
. Provincial 
Initiatives 0.0 
. Non-Growth Q.0 
TOTAL $912.0 


Growth & 
Existing 


335.0 


331.0 


44.0 
0.0 


$710.0 


* includes all School Board infrastructure 
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All Hard 
Services 


625.0 


23:0 


All Soft 
Services* 


622.0 


308.0 


Other Aspects of the Inventory 


The purpose was to prepare a consolidated inventory of infrastructure requirements over a 
period from 1989 to 2011 to accommodate growth identified within the Halton Official Plan. 


Types of Inventory: All hard and soft service requirements for upper tier, lower tier, and 
school board responsibilities. 


Consolidation of Infrastructure Classes: 
Category by Local Government Responsibility: 


The required infrastructure was segregated into three separate service providers: the 
Region, the Area Municipality, or the school boards. At the regional level, "hard 
services" are presented in two groups - water and sewer, and transportation. All other 
regional services were combined into a third category. Area Municipal services are 
presented in two groups - transportation (hard services) and all other lower tier 
services. There is no distinction between hard and soft service infrastructure for the 
school boards. 


Category by Growth Impact: 


The primary emphasis was to identify infrastructure needs occasioned by growth as 
identified in two categories, namely: 


e " pure growth" being infrastructure exclusively or predominately required to 
support growth occurring after 1989; and 


e “growth and existing" being infrastructure needed to support growth after 
1989, but also supporting growth which occurred in the period immediately 
preceding 1989 where the infrastructure needs were not triggered until after 
1989. 
Growth Areas: 


Six distinct growth areas were identified and infrastructure requirements, under the 
infrastructure classes identified above, were assigned to each area. 
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Other Areas: 


To acknowledge that growth-related infrastructure needs may not fall specifically 
within the six growth areas identified, a category for growth projects with 
Town/City/region-wide benefit was included. 


Further, to acknowledge that infrastructure would be needed to service the needs of 
the existing community (non-growth related) a category for these needs was 
identified. It is important to note that the infrastructure identified in this category 
represented only a small part of the rehabilitation that would be necessary over the 21 
year planning horizon. 


Finally, local government infrastructure needed to support intended provincial 


transportation initiatives was segregated. This included connecting links, road- 
widening, and GO transit improvements. 
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APPENDIX C 
CHARACTERISTICS OF LOCAL AUTHORITIES INVOLVED IN 
INFRASTRUCTURE DEVELOPMENT 


Local authorities are established as an administrative structure to oversee the development 
and/or operation of a wide variety of facilities, infrastructure and services. Although the 
powers, operational procedures, and Board structures vary across authorities, several goals 
are common -- to achieve efficiencies, maximize local benefits, improve responsiveness and 
involve residents in decision-making. 


Based on case studies, this paper outlines the main characteristics of local authorities 
responsible for the provision of municipal and economic infrastructure. It also outlines the 
benefits and disadvantages of the local authority models and comments on the importance of 
public/private partnerships in fulfilling authorities’ legislated objects. 

Characteristics of Local Authorities 

The attached tables provide examples of authorities involved in the provision of airport and 
port facilities, municipal transit, municipal infrastructure and urban revitalization. These 
examples clearly illustrate commonalities and peculiarities among local authorities. This, in 


turn, is evidence of authorities’ flexibility in addressing specific needs and circumstances. 


The salient features of local authorities are summarized below: 


Ue Creation and Structure 
e Public or quasi-public organizations; 
e Created by enabling legislation (federal, state/provincial or municipal); 
® Autonomous or accountable through an upper tier government; 


e Legislated objects and powers; 


@ May exist for a fixed period of time, or indefinitely; 
e Serve a single jurisdiction, or more often multiple jurisdictions; 
e Supported by a staff and executive; 


e Governed by a Board or Commission, whose membership is appointed by the 
province/state, or member municipalities, or the Authority itself; 


e Board membership includes political, non-political or mixed representation. 
Members may be voting or ex-officio; 


e Board should reflect a broad and balanced representation. Geographical and 
occupational representation are the most common models; 


e Weighted voting may be used; 

8 Board members are non-salaried, and have no financial interest in the 
undertakings of the Board. 

Mandate and Powers 

e Mandate reflects the legislated objects; 

e Mandates may be narrow in focus (eg. facility operations) or include a wide 
range of activities (eg. facility construction, maintenance, operation, and 


economic and trade development); 


e Powers are legislated to enable successful operation of the Authority. 
Legislation includes both specific powers and prohibited activities; 


e The power of delegation may be specified;. 


e Some authorities have a regulatory role (eg. solid waste disposal authorities); 

e In some cases, authorities require approval from upper tier governments to 
undertake development activities (eg. Urban Development Corporations, 
Britain); 

e Public consultation is an essential component in the work of many authorities; 

e Capital construction is most often financed by bond issue and by entering cost- 


sharing partnerships. 


Financing Capabilities 


e It is common for authorities to use a variety of revenue sources. These 
include: 


C-35 


user fees; 

government grants; 

revenue and general obligation bonds’; 
special purpose bonds; 

partnerships with public and private sector; 
taxation; 

borrowing; 

interest income. 


e Most authorities are prohibited from issuing shares, and most do not have the 
power of taxation. 


& Initially, authorities may require government assistance, but many are expected 
to become self-financing (eg. airport authorities). 


e In the case of Britain’s Urban Development Corporations, government 
incentives are used to encourage private involvement (partnerships) in urban 
revitalization. 


Benefits of Local Authorities 


There are considerable benefits to establishing local authorities for the development and 
operation of facilities and infrastructure. Such authorities: 


@ Provide a basis for a fully-integrated, coordinated approach to facility development 
and management, as well as planning activities, funding arrangements and 
construction activities; 


@ Permit necessary integration of governments in developing infrastructure which 
extends beyond any one region; 


@ Provide greater clarity for the public, responsiveness and more efficient consultation; 


@ Assess and document the effects of changing one component of an integrated system 
(eg port/airport authorities); 


@ Involve a higher degree of public participation; 


' "A US financial analyst in assessing airport financing in the United States said a few years ago ’airport revenue 
bonds have a remarkable track record. In spite of recessions, inflation, oil embargoes, fare wars, deregulations, 
astronomical increases in the price of aviation fuel, increasingly difficult community/airport relationships...the nation’s 
airports have shown that they can meet the challenges, cope with change, and consistently make payments on their 
outstanding debt’". 
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@ Could better establish equitable fee structures across jurisdictions, and undertake 
optimal facility siting; 


e Could streamline approvals processes for facility development. 


@ Have greater flexibility for developing creative financing options. 


Shortcomings of Local Authorities 


There is also a down side to local authorities. These include the following: 


e Authorities at arms length from the government are not necessarily obliged to pursue 
the same principles; 


e Local authorities may bring the complexities of national issues to the local level (eg. 
issues associated with international airports); 


e They bring challenges usually associated with government decentralization; 

e Public expectations of an authority may be higher than from a government; 

@ Greater public involvement may create procedural slowness; 

e There is a temptation for governments to expand the mandates of authorities to 


include particular projects or areas of responsibility (recentralization). 


Levering Funds from the Private and Public Sector Partners 


Levering funds from private and public sector partners for the provision of infrastructure is 
becoming increasingly important. Private land developers and corporations, as well as public 
sector partners share in the benefits of enhanced infrastructure systems, but don’t necessarily 
share in the costs. There is a growing trend to negotiate cost-sharing agreements, as costs 
escalate and strategic opportunities go unrealized. 


The following examples taken from the attached tables illustrate partnerships entered by 
several authorities: 


e Kansai International Airport Company seeks multinational participation in financing, 
designing, constructing and equipping KIA. Further, it harnesses the strengths of 
Japan’s national and local government and private enterprise through equity and 
personnel participation; 
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e Massachusetts Port Authority is the largest landowner on Boston’s waterfront, and has 
successfully enticed private investment for the redevelopment of its properties; 


e Dublin’s Custom House Development Authority has encouraged private involvement 
in urban revitalization with the assistance of government through incentives (eg. free 


depreciation, tax exemptions); 


e County and municipal governments are authorized to support capital improvements of 
the Hillsborough County Airport Authority (Florida); 


6 Port Authority of New York and New Jersey has the power to enter partnerships with 
the private sector, state and cities for development projects. 


Conclusion 
Local authorities are the wave of the present. In their various forms, authorities perform 


specific functions that were once expected from governments. They are, however, only one 
term in the equation of alternative mechanisms for facility and service provision. 
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APPENDIX D 


INNOVATIVE FINANCING MECHANISMS 


This appendix describes in detail a number of creative financing mechanisms involving the 


private sector. 


Merchant Facility or Perpetual Franchise 


Description: 


A merchant facility is one where a private developer/operator, on its own initiative, 
designs, builds, operates and retains ownership of an infrastructure service to the public. 
There is no government involvement. This will be done where there is a clear market 
for the service, and where the public is prepared to pay full cost plus fair rate of return. 


Roles and Responsibilities 


Government: 

e none, except regulatory with respect to safety and environmental standards; 

® possible subsidy of users, but no subsidy to owner/operator. Subsidy to users 
could be through tax system; 

@ 


could also encourage development of such facilities through subsidies or the tax 
system. However, such financial encouragement would not be an arrangement 
with respect to a specific facility, but rather in relation to a category of facility. 


Private Owner Operator: 


determines requirement; 
designs, builds, owns and operates; 


main difference from privatization is that the private owner/operator makes the 
initial decision as to need for the facility. 


Privatization 
Description: 


There are several variations on privatization: 


e sale of an existing facility to a single private owner/operator; 
e agreement with a private owner/operator to develop a new facility; 
e sale to shares in facility to several private investors; 


@ pooling of facilities of several municipalities and sale of equity interest in pooled 
assets to private investors; 


e employee takeover; i.e. sale of facility to employees. 


Roles and Responsibilities 


Government: 
e sells assets; 
e may continue to pay subsidy to new owner if existing user fees are not sufficient 


to provide fair rate of return, and government decides with new owner that fees 
cannot be increased at once; 


e retains regulatory role with respect to issue such as safety and environmental 
standards; 


Private Owner/Operator: 
e buys, operates, and possibly further develops assets; 


e finances acquisition; 
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Build-Operate-Transfer (B.O.T.) 
Description: 


This approach refers to situations where a private sector firm develops and builds a 
required public service facility, operates the facility on behalf of government for some 
period (normally several years) and ultimately transfers the facility back to government. 
There are numerous permutations of this approach, revolving around matters such as who 
contributes the land and the terms under which the facility is transferred to government. 


The essential purpose of B.O.T. is to have the private developer-operator finance the 
development of the facility and to recover its investment through a revenue stream 
associated with operation. The government avoids the major capital outlay to develop 
the facility as well as operating and marketing risks in return for giving up the potential 
profits associated with operation. Generally, the facility is transferred back to 
government for a nominal amount after a number of years. 


Roles and Responsibilities 


Government: 

@ usually provides the land; 

e leases the land to the developer-operator; 

e gives up right to levy user charges; 

e continues to regulate as in case of facilities owned by others; 
@ may have to subsidize until user fees are at full cost recovery. 


Private Sector Partner: 


e raises financing; 

e develops and constructs facility; 

e typically leases the land from government; 

e operates facility and charges users; 

e transfers facility to government after a specified number of years. 
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Build-Transfer-Operate (B.T.O.) 
Description: 
Same as B.O.T., except that title to the facility reverts to the government prior to 
commencement of operations. In California, some private developers have constructed 


toll roads and toll bridges, but to satisfy traffic control and other regulatory enforcement, 
ownership vests in the State immediately upon completion. 


Roles and Responsibilities 


Government: 

e usually provides the land; 

e operates facility; 

e generally levies user charges; 


@ subsidizes facility, as needed; 
e pays the private partner from user charges and any agreed-upon subsidy. 


Private Sector Partner: 


e raises financing; 
e develops and constructs facility; 
e transfers facility to government prior to commencement of operations. 


Value Capture 


Description: 


Value capture refers to situations where commercial potential created as a by-product of 
new infrastructure, is obtained by government and used to help finance the infrastructure. 
The value created usually results from the ability to develop land for commercial or 
residential purposes and is, therefore, of most relevance where the infrastructure results 
in increased land value, or the ability to generate new commercial revenues, and/or the 
increased feasibility of high densities. 
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There are many different forms of value capture. Value capture can occur when the 
developer provides various facilities and infrastructure or cash in return for permission 
to undertake the denser development that new public infrastructure permits. Similarly, 
the government can sell the existing development rights to property it owns in the 
vicinity of the infrastructure. Alternately, the government could levy a special tax on 
property that has acquired added value because of infrastructure development. 


Roles and Responsibilities 


Government: 
& initiates the infrastructure project; 
@ acquires the necessary land. This would typically be done through expropriation 


at market value without the new infrastructure; 


e commissions development of the infrastructure; 

e assumes responsibility for operation once infrastructure is developed; 

e sells development rights on existing government property; 

e allows additional development in exchange for in kind or cash compensation; 
e charges any special taxes in area surrounding infrastructure development. 


Private Sector Partner: 


@ pay various types of charges related to value captured for them by public 
decisions and investment. 


Lease-Purchase 
Description: 


A private corporation acquires site, designs facility to meet government’s needs, 
constructs building and enters long-term lease agreement such that after a specified 
period, ownership vests in the government without further rental payments. The private 
partner is not necessarily a developer. Often the partner is an institutional investor who 
contracts with a developer to deliver the actual facility. The Income Tax Act permits the 
lessor to utilize capital cost allowance even when leasing to a non-taxable government 
entity. While tax expenditure is involved, it does result in savings to the lessee. 
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Roles and Responsibilities 


Government: 

e defines needs and specifications; 

@ makes regular lease payments; 

e assumes ownership after specified period. 


Private Sector Partner: 


@ acquires site; 

e secures financing; 

e designs and builds facility; 

e leases facility to government until ownership transfers to government. 


Lease with an Option to Purchase at Market Price 


Description: 


A private corporation acquires the site, designs the facility to meet government needs, 
and constructs the building. The facility is designed in a manner that makes it useful for 
tenants other than government. The government enters into an agreement to lease the 
facility for a specified period of time. There is an option to extend the lease and an 
option to purchase the facility at some anticipated market value. 


If the government is one of many tenants, it may get a special lease rate as an anchor 
tenant and as a tenant that is likely to attract other traffic. 


The private sector partner need not be a developer. Often the partner is an institutional 
investor that contracts with a developer to provide the actual facility. The Income Tax 
Act allows the use of capital cost allowance by the private sector partner when leasing 
to a non-taxable government. While tax expenditure is involved, it does not result in 
lower cost to the lessee. 


Roles and Responsibilities 
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Government: 
e defines needs and specifications; 


e makes regular lease payments for a defined period (lower payments than for lease 
to purchase arrangement); 


® based on future need, may or may not exercise option to purchase. 


Private Sector Partner: 


e acquires site; 

e secures financing; 

e leases facility to government and possibly other tenants; 

e if option to purchase is not exercised, finds new parte 
Turnkey 

Description: 


The government provides the financing for the site and the facility, but engages a private 
corporation to design, construct, and operate the facility, that is, the government tenders 
the outcome it requires, not a specific design. 


Roles and Responsibilities 


Government: 

e makes decisions on specified outcomes needed; 
e secures financing; 

@ may or may not acquire land. 
Developer/Operator: 

e may or may not acquire land; 

@ designs, builds and operates facility. 
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